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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors and Stockholders
of Capital Market Securities, Inc.

We have audited the accompanying balance sheet of Capital Market Securities, Inc. (an
Ohio S corporation) as of December 31, 2001, and the related statements of income,
retained earnings, and cash flows for the period from inception May 8, 2001 to December
31, 2001. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Capital Market Securities, Inc. as of December 31,
2001, and the results of its operations and its cash flows for the initial period then ended
in conformity with U.S. generally accepted accounting principles.

Cncott £ Q@w.%

Kent, Ohio
April 4, 2002
628 S. Water St. 8128 Main Street
P.O. Box 609 P.O. Box 173
Kent, Ohio 44240 . Garrettsville, OH 44231
(330) 673-4819 . (330) 527-2103
Fax (330) 673-4629 Fax (330) 527-2551



CAPITAL MARKET SECURITIES, INC.
BALANCE SHEET
DECEMBER 31, 2001

ASSETS

CURRENT ASSETS
Cash $ 25,131
Total Current Assets 25,131

OTHER ASSETS

Organization Costs — Note C 2,531
Less: Accumulated Amortization 295
Total Other Assets 2,236
Total Assets $ 27367

LIABILITIES AND SHAREHOLDER'’S EQUITY

CURRENT LIABILITIES
Loan Payable — Related Party — Note D $ 100
Total Current Liabilities 100

SHAREHOLDER’S EQUITY
Common Stock — 100 Shares Authorized,

Issued and Outstanding 25,000
Retained Earnings 2,267
Total Shareholder’s Equity 27,267
Total Liabilities and Shareholder’s Equity S 27367

THE ACCOMPANY NOTES ARE AN INTEGRAL PART OF THESE STATEMENTS.
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CAPITAL MARKET SECURITIES, INC.
STATEMENT OF INCOME AND RETAINED EARNINGS
FOR THE PERIOD FROM INCEPTION MAY 8§, 2001 TO DECEMBER 31, 2001

INCOME
Underwriting Fees $ 75,000
Retainer Fees 25,000
Total Income 100,000
EXPENSES
Management Fees — Note C 80,088
NASD Fees 12,761
Advertising 1,045
Amortization 295
Bank Charges 70
Insurance & Bond 465
Training Expense 2,886
Travel 350
Total Expenses 97.960
INCOME FROM OPERATIONS 2,040
OTHER INCOME
Interest Income 227
Total Other Income 227
NET INCOME 2,267

RETAINED EARNINGS — BEGINNING OF PERIOD S

RETAINED EARNINGS - END OF PERIOD b 2,267

THE ACCOMPANY NOTES ARE AN INTEGRAL PART OF THESE STATEMENTS.
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CAPITAL MARKET SECURITIES, INC.
STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM INCEPTION MAY 8§, 2001 TO DECEMBER 31, 2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net Income $ 2,267
Adjustments to Reconcile Net Income to Net
Cash Provided By Operating Activities:

Amortization 295
(Increase) Decrease in Organization Costs (2,531)
Total Adjustments (2.236)

Net Cash Provided By Operating Activities 31

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from Issuance of Loan Payable — Related Party 100

Proceeds from Issuance of Common Stock 25.000

Net Cash Provided By Financing Activities 25,100

NET INCREASE IN CASH AND CASH EQUIVALENTS 25,131

CASH AND CASH EQUIVALENTS AT BEG. OF PERIOD -
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 25,131

THE ACCOMPANY NOTES ARE AN INTEGRAL PART OF THESE STATEMENTS.
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CAPITAL MARKET SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2001

NOTE A - REPORT OF MANAGEMENT

The Company has prepared the financial statements and related financial
information included in this report. Management has the responsibility for
the integrity of the financial statements and other financial information
included for ascertaining that the data accurately reflect the financial position
and results of operations of the Company. The financial statements were
prepared in accordance with U.S. generally accepted accounting principles
appropriate in the circumstances, and necessarily included amounts that are
based on best estimates and judgments with appropriate consideration to
materiality.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company was incorporated on May 8, 2001, in the State of Ohio for the
purpose of forming a National Association of Securities Dealers, Inc.
(NASD) registered broker — dealer to serve Young & Associates, Inc. (the
parent company) clients in equity offerings. The Company does not conduct
other broker dealer activities such as the trading of securities or market
making.

The Company uses the accrual basis of accounting.

Cash and Cash Equivalents — For purposes of the statements of cash flows,
the Company considers all highly liquid debt instruments purchased with a
maturity of three months or less to be cash equivalents.

Income Taxes — The Company, with the consent of its shareholders, has
elected under the Internal Revenue Code to be an S corporation. In lieu of
corporation income taxes, the shareholders of an S corporation are taxed on
their proportionate share of the Company’s taxable income. Therefore, no
provision or liability for federal income taxes has been included in these
financial statements.

NOTE C -~ ORGANIZATION COSTS

During 2001, the Company incurred legal fees and incorporation costs in the
amount of $2,531. The costs have been amortized using the straight-line
method over a sixty-month period beginning June 1, 2001. Amortization
expense for the period ended December 31, 2001 amounted to $295.

-5.



CAPITAL MARKET SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 131, 2001

NOTE D - RELATED PARTIES

The Company is a wholly owned subsidiary of Young & Associates, Inc. (the
parent company).

Additionally, the parent company has made an election to treat the Company

as a Qualified Subchapter S Subsidiary (QSSS). As a QSSS, the Company is
a disregarded entity for federal tax purposes, and as a result, will be treated as
a component unit of the parent company’s federal tax return.

During the period ended December 31, 2001, the Company received a short-
term loan from the parent company in the amount of $100.

The Company has entered into a management service agreement to pay the
parent company up to 90% of all underwriting fees, selling fees and other
transaction fees earned by the Company. For the period from inception May
8, 2001 through December 31, 2001 management fees paid under this
agreement amounted to $80,088.
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INDEPENDENT AUDITOR’S REPORT
ON ADDITIONAL INFORMATION

To the Board of Directors and Stockholders
of Capital Market Securities, Inc.

Our report on our audit of the basic financial statements of Capital Market Securities, Inc.
for the period from inception May 8, 2001 to December 31, 2001 appears on page 1.

That audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplemental information is presented for purposes of
additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

Kent, Ohio

April 4, 2002

628 S. Water St. 8128 Main Street
P.O. Box 609 P.O. Box 173

Kent, Ohio 44240 Garrettsville, OH 44231
(330) 673-4819 (330) 527-2103

Fax (330) 673-4629 Fax (330) 527-2551



CAPITAL MARKET SECURITIES, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
DECEMBER 31, 2001

Net Capital — December 31, 2001
Less: Non-Allowable Assets
Net Capital — Required Minimum

Excess Net Capital

$ 27267
5,000
$ 22267

SEE ACCOUNTANT’S REPORT ON SUPPLEMENTAL INFORMATION
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